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SUBJ: FOURTH QUARTER RESULTS 


Sales 

Sales for Quarter 4 were a disappointment. The original forecast of $200 
million included $25 million for Ted products which did not materialize. 
The markets in Latin and South America have taken longer to develop than 
originally estimated. In Quarter 4 significant price reductions were 
granted to generate volume. In the U.S. a bundle discount of $5 million 
was given for orders taken at the CES show in Chicago in early June. 

Italy continued to grant price discounts which they considered as co-op 
advertising allowances but were really price reductions and, accordingly, 
should have been deducted fron sales. This required a restatement of 
sales for previous quarters. In Quarter 4 the U.S. continued to liquidate 
product through COMBS - total sales value was $5 million with no margin. 

Sales of the PC 10/20 in Europe were on target - $19.5 million. In just a 
short period of time, the PC became Number 1 in the German market. Sales 
of our flagship product, the C64, were 215,000 units in non-U.S. 
countries. Sales of the 1541 disk drive continue to lag significantly 
behind sales of the C64 outside of the U.S. 

The effects of the above factors on sales and standard margin for Quarter 
4 were as follows: 

Standard 


- . 

Sales 

Margin 

Original Forecast 

$200,000 

$65,000 

Ted products 

(25,000) 

(5,000) 

U.S. bundle discounts 

(5,000) 

(5,000) 

Italy pricing allowances 

(3,000) 

(3,000) 

Cash discounts for early payment 

(2,000) 

(2,000) 

No margin on CCMBS sales 

— 

(2,000) 

Estimated effect of currency rates 
(offset by other income) 


(4,000) 

Other shortfalls - volume and pricing 

(29,400) 

(17,500) 


Reported 


$135,600 


$26,500 




Income 


The large increase in the loss for Quarter 4 was due primarily to the 
margin shortfall, inventory writedowns, special year-end adjustments and 
loss of income tax benefits for certain of the losses. 

Due to the slow sales of Ted products, management determined it was pru¬ 
dent to reevaluate the worldwide inventory position for these products. 
This review indicated that all parts below the PCS assembly level should 
be considered excess. This resulted in a writedown of $15 million. 
Management also believed that a writedown of $10 million was needed for 
finished goods and assemblies due to the large quantities of Ted products 
available for sale. 

Additional writedowns were taken in Quarter 4 in order to facilitate 
future disposal of certain other products, such as PET system printers and 
disk drives, C64 software purchased locally and through CEL, and certain 
consumer printers. Excess PET production parts, primarily transferred 
fron Santa Clara, were also written off. Total non-Ted writeoffs were $12 
million in Quarter 4. For the fiscal year 1985 total non-Ted inventory 
writeoffs were $36 million. 

Operating expenses of $61 million were higher than forecast primarily due 
to a $5 million bad debt provision in Italy. During fiscal 1985 five 
people from senior management visited Italy at different times to review 
the receivable situation. At the last review it was determined that with 
deteriorating market conditions and high levels of receivables, the 
extending of due dates created a high risk of collectibility. As of June 
30, 1985 $5 million of receivables were more than one year old and Arthur 
Andersen concurred that a reserve be established for this amount. 

Advertising expenses in Quarter 4 were lower than forecast due to the 
reclassification of Italy's co-op allowances and the U.S. CES bundle dis¬ 
counts. Research and development costs for Quarter 4 were higher than 
previous quarters due to the heavy development costs for the Amiga and 
approximately $1.3 million of prototype materials for the C900 series. 

Certain other, non-recurring adjustments .in. Quarter 4 included $3.5 million 
in other cost of sales for customs problems: in. the U.S., U.K. and Germany. 
The steel division in Canada was sold in June 1985. The net loss of U.S. 
$1.2 million (Can.$1.6 million) was included in other income. Other 
income also included a writedown of $2.5 million for idle semiconductor 
equipment, primarily the 4" wafer, fabrication line in Costa Mesa and 
excess testing equipment in Hong Kong. 



Arthur Andersen required Germany to discount the Deerfield receivables by 
$1.6 million because the credits will be used by Commodore over a period 
of 2-3 years. At the present time the discount is reflected in other cost 
of sales. However, Arthur Andersen is still reviewing the entire Deer¬ 
field situation. They believe that for U.S. reporting purposes the dis¬ 
count should be shown as a reductioi of sales. They have also gone so far 
as to say that no profit should have been recorded on the sale because the 
value of the credits received in exchange was not determinable. This 
would mean a reduction of Quarter 1 sales and pre-tax income of $4.3 
million. This issue is still unresolved. 

The effect on pre-tax income of the above non-recurring items is 


summarized as follows: 

Original forecast (excluding inventory writedowns) $(19,000) 

Margin shortfall (38,500) 

Italy bad debts (5,000) 

Custons problems (3,500) 

Idle semiconductor equipment (2,500) 

Loss on sale of steel division (1,200) 

Deerfield discount - Germany (1,600) 

R & D - C900 prototype materials (1,300) 

Currency translation gain (included in other income) 3,000 

Expenses lower than forecast 2,000 

Pre-tax loss before inventory writedowns (67,600) 

Inventory writedowns - Ted products (25,000) 

Other (12,000) 


$(104,600) 


Reported pre-tax loss 





Both Canada and Italy are in net loss carryforward positions with no 
possibility of carrying the 1985 losses back to prior years. In addition, 
the inventory writedowns were recorded by CEL, which pays minimal income 
taxes. In Quarter 4, $2.0 million was provided for the estimated cost of 
the resolution of the Japanese tax audit of 1983/84. Therefore, the 
effective tax benefit in Quarter 4 was only 23% canpared with 30% in prior 
quarters. 

The preliminary after-tax loss for Quarter 4 is $80.3 million. For the 
first nine months net income was $10.1 million, so the preliminary net 
loss for the fiscal year is $70.2 million. 
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connmodore inbernational limited 

inventories 

june 30, 1985 


ts 

s 

o 

cs 

1 S II 


IS 

IS 

ts 

II 

s 

s 

s 

IS 

1 S 11 

ID 

IS 

IS 

s 

II 



tn 

»—1 

1 (1 

X) 

CD 

•V 

(N 

II 

IN 



m 

1 ii 

O 

in 

««* 

IS 

II 

a> 

m 

fO 


1 VO 11 

XI 

r- 

\o 


II 





I rH II 


rH 


cn 

II 


o I (s n 
(S I ^ II 
•H 1 V£> II 
m I fo II 
I (N 11 
I II 

I II 


es I s II 
CS I II 
m I II 
r-l I V£> II 
KO I 1-1 II 
^ i CO !1 



1 

f—1 

IV 

JJ 

0 


O' 

XI 

a 

•iH 

■g 



•i 


•z 

g 

•rt 

c 

•w 

M-l 



ts 

IS 

ts 

IS 

s 

s 

ts 

ts 

CO 

CN 

ts 

VO 

<N 

VO 

in 

ts 


m 

CN 

in 


IS ^ tS CS { 

S S IS S I 

CO r** v£) 1 

VD fo r» I 


(SSS s> s>i 

tS) ^ S IS cs <s I 

1-1^0 »-l Oil 

a^ a\ r* rH ^ m csj j 


9 s cs cs s 1 

CS> S IS C) IS I 

V© r* in in oj i 

rn r*» CM l 


u> s 

fN 

u 

ro csj 
i£) C in 
m i 

to I >iC 

4J I <S> Q) O 

Cl 'W to 

QJ I r-l w 4J 

c I ro U5 M C 

a ir- (DO) 

1 ^ >i > c 

E « 1^ -C" C Q 

o I r- Cu o Q< 

o I -c' a u E 


3 o 


1 to vj u 

o 

0 

TH 

U ixi M 

ID 

0 0 

s 

43 S X X 

T 


I7^ 

' VO in 

'■■ m fN 
I 

ca< 

W I: W 

JJ 1 m 01 
C I > 
<D I VO ‘H 
Cl •> w 
O I IS T5 

^ I m 
e I CN >1 

8 i ' a 

I XI o 

U I O rM 
O I 


m IS VO 
ro i-t ^ 

(SJ ^ 
<SJ CO 
—4 
CO »-l 
<N n* I 
m 

*» fO w 
ON ^ <u 

‘W 

fS I 1-1 

W OJ ® 

OJ .rH w 

> ^ to 

•rt Qj ID 

M a 
»u 3 O' 
to c 

^ U Dj 
^ O X 


O' 

X c w 

O O JJ 
^ C • 
S VJ 01 

tN o 57* C 

CO \ C Q 
(N tS D O Qi 
i-l r-H 3 X g 

I 8 c w 

. ‘W ID 0 

w s E ax 

• G) 0 ID 


total raw materials & wip 175800 






coimiodore international limited 
finished goods inventory - major products 
June 30,1985 
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COHMODOnE INTERNATIONAL LIMITED 8/15/85 

CAPITAL EXPENDITURES 
FISCAL 1985 
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total long-term 42242 93316 112344 132895 145063 13300 





commodore international limited 8/15/85 

projected consolidated income statement 
fiscal 1986 
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cotmiodore international limited 8/15/85 

monthly sales forecast 
fiscal year 1986 

(in thousands of dollars) 
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